Mortgage credit and construction by anonymous
CONSTRUCTION IS INCREASING AGAIN
after having declined 7 per cent in the first
five months of this year from the record an-
nual rate of $50 billion at the end of 1957.
With prices of building materials and resi-
dential construction costs about the same as
a year ago, and credit conditions easier,
more private housing units are being placed
under construction than at any other time
since the spring of 1956.
Real estate markets have been much more
active in the past few months. Mortgage
financing has become readily available in
most metropolitan areas, and commitments
to make mortgage loans in the near future
appear to have increased. At midyear, out-
standing home mortgage debt exceeded
$111 billion.
New houses appear to be selling well,
particularly if low or moderately priced,
and unsold inventories are small. Since
spring an increasing number of existing
houses have been sold, apparently with little
shading of price and little if any lengthening
of the negotiation period. The success of
owners in selling the near-record number of
such houses now coming on the market is
an important influence on the demand for
new houses, which seems to depend increas-
ingly on the desire of present home owners
for new living accommodations.
CONSTRUCTION
Value of new construction in the first half
of 1958 was at a seasonally adjusted annual
rate of $48 billion, only slightly below the
record dollar volume of the preceding six






NOTE.—Data are seasonally adjusted annual rates estimated
jointly by U. S. Departments of Commerce and Labor. Busi-
ness includes commercial, industrial, and public utility con-
struction. Latest figures shown are for July.
the physical volume of work done was about
the same as in the corresponding periods of
1956 and 1957.
The decline in construction in the early
months of this year reflected reductions in
private building for residential and business
purposes. These were offset to some extent
by increases in private and public construc-
tion of community facilities. Almost all the
increase since May has been in residential
building.
Nonresidential. Business construction has
been declining fairly steadily since the spring
of 1957, reflecting the behavior of its indus-
trial component. Contract awards for in-
dustrial construction, which tend to lead
actual construction by several months, have
also been declining. In the first six months
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of this year industrial contracts were as low
as in the corresponding period of 1954.
The large additions to manufacturing
plant between 1954 and 1957 had satisfied
many demands for industrial facilities. In
the past year or so, manufacturers planned
fewer new plants and in some cases, after
reappraising the sales outlook, curtailed
building programs already approved. More
recently, some deferred plans have become
active again.
With demands continuing large for mod-
ern office and warehouse space and for im-
proved utility services to residential areas,
construction of commercial buildings and
public utilities has remained near record
levels. Contract awards for these categories
have also been well maintained.
Construction of facilities to meet the ex-
panding requirements of residential com-
munities for churches, schools, hospitals,
and social and recreational buildings has
increased further this year. In 1957 private
construction of this sort rose to a level one-
sixth above the previous high in 1956, and
in the first half of this year has continued
to increase. State and local government
construction of community facilities has
shown similar trends, with most of the added
expenditures going for schools.
Government outlays for highways have
changed about seasonally this year. In 1957
a sharp rise in Federal outlays was partly
offset by the first decline in State and local
highway expenditures since World War II.
The Federal Aid Highway Act of 1958,
enacted in April, provided a special authori-
zation of $600 million for the Federally
aided road system in addition to the $875
million already authorized under the regular
program for fiscal year 1959. All work un-
der the special authorization must be under
contract by the end of this year and com-
pleted by December 1959. Since June,
awards for highway work have been well
above the previous high in 1956.
Residential. Private housing starts rose in
July for the fourth consecutive month and
reached a seasonally adjusted annual rate of
nearly 1.2 million units. This rate is one-
fourth above the February-March low, and
the highest since early 1956.
In recent months the number of units
started without commitments for Federally
underwritten financing—that is, with con-
ventional mortgages or without mortgage
financing—has been very large. In the
first six months of the year, it totaled
342,000 compared with 332,000 in the
corresponding period of 1957. Government
underwritten starts in July reached a sea-
sonally adjusted annual rate three-fourths
above the February low; in the first half they
numbered 150,000 as against 152,000 a
year earlier.
Apartment units have been a more impor-
tant element in housing starts in recent
months than in the past few years. Early in
1958 they accounted for about one in six
private units started, compared with one in
eight units in the year 1957, and less than
one in ten in 1955-56.
MORTGAGE MARKET
The general strengthening of residential
markets this year has been influenced by in-
creased availability of mortgage credit, by
relaxation of the terms on which Govern-
ment underwritten mortgages are insured or
guaranteed, and by support from the Fed-
eral National Mortgage Association. So
far, increased activity has shown up more
strongly in commitments to make mortgages
than in closed loans. Applications to the
Federal Housing Administration for com-
mitments to insure mortgages and requests
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NOTE.—FHA data are applications for commitments to in-
sure mortgages and VA data are requests to appraise bouses,
adjusted tor duplication and for seasonal variation by Federal
Reserve; shown as annual rates. Interest rates are maximum
contract rates. Latest figures shown are for July, except for
interest rates (August).
to the Veterans Administration for ap-
praisals increased markedly this spring, as
may be seen in the chart.
Mortgage discounts. Contract interest rates
on new real estate mortgages, as on bonds
and other obligations, usually adjust to the
yields at which alternative investments of
similar grades are selling in the market.
Thus contract interest rates on new conven-
tional mortgages tend to rise when market
yields rise.
Rates on Federally underwritten mort-
gages cannot respond freely to increases in
other yields because the maximum permis-
sible contract interest rates are specified by
law and regulation. Investors can obtain
what they regard as equivalent yields on
Federally underwritten mortgages, and bor-
rowers can compete with other demands for
loanable funds, only by pricing the mortgage
at less than its face value—that is, by dis-
counting.
When discounts on Federally underwrit-
ten mortgages are small, as they have been
on FHA-insured mortgages in recent
months, they provide the flexibility needed
for market adjustments. When they are
large, as they typically still were in mid-
1958 on VA-guaranteed mortgages in many
areas, they tend to discourage the use of this
type of credit. On the supply side, institu-
tional investors are reluctant to buy insured
or guaranteed mortgages at prices far below
their face value. On the demand side, build-
ers and sellers as well as buyers of houses
become unwilling to absorb the discount and
may prefer conventional mortgages with
higher rates.
Availability of mortgage credit. The ready
availability of mortgage credit this year con-
trasts with the situation two years ago. At
that time heavy credit demands from busi-
nesses and local governments in relation to
the funds available exerted strong upward
pressure on interest rates, as illustrated in
the chart on the following page by yields on
new issues of high-grade corporate bonds.
By the end of 1956 discounts on FHA and
VA mortgages carrying AVi per cent inter-
est ranged from 3 to 5 percentage points.
In December 1956 the permissible inter-
est rate on FHA-insured mortgages was
raised to 5 per cent. Market rates continued
to rise sharply in the spring of 1957, how-
ever, and discounts on 5 per cent FHA
mortgages became almost as large as they
had previously been on AVz per cent mort-
gages. Discounts on VA mortgages, which
continued to carry an interest rate of 4Vi
per cent, averaged 7 to 8 points. At this
level, discounts were so large that builders
and sellers as well as buyers turned to other
types of financing.
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NOTE.—Data are average yields except for conventional
mortgages and corporate bonds, which are average interest
rates. Conventional mortgages: computed by FHA from
typical rates. Corporate bonds: estimates of First National
City Bank of New York, adjusted to a Aaa basis (figures
reflect changes in quality, industrial composition, maturity,
and type). FHA: computed by Federal Reserve from average
prices reported by FHA (series improves in quality after July
1953). $50,000 and over: computed by Federal Reserve from
reports of The Title Guarantee and Trust Company of New
York on conventional mortgages recorded in New York City.
Dashed lines for FHA indicate periods when averages were
adjusting to changes in contract rates, that is, from 4'/2 to 5
per cent in December 1956; and to 5Vi per cent in August
1957. Latest data shown are for July, except the April figure
used to extend quarterly data for mortgages of $50,000 and
over.
That changes in contract rates are more
effective than large discounts in adjusting
yields is illustrated by the rise in FHA appli-
cations in mid-1957 in contrast with the
continued sharp drop in VA appraisal re-
quests. In August 1957 the FHA rate was
increased to SVA per cent while the VA rate
continued at AVi per cent. FHA applica-
tions stabilized in the second half of 1957
appreciably higher than in the first half. VA
requests continued to decline.
In the closing months of 1957 yields in
most securities markets declined sharply,
and in the first half of 1958 remained below
their level a year earlier. In this situation,
smaller discounts on Federally underwritten
mortgages than were required earlier suf-
ficed to bring the yields in line with those
available on other investments.
Since April of this year, the interest rate
on VA-guaranteed mortgages has been 4%
per cent, and downpayments on both FHA
and VA mortgages have been lower than
earlier. With discounts on FHA and VA
mortgages smaller, builders and sellers, who
are permitted to pass on to buyers directly
only a part of the cost of discounts, have
been willing to absorb their portion in order
to attract buyers by offering the favorable
terms of these types of financing.
Continuation of this situation will de-
pend in part on whether the recent sharp in-
crease in market yields is temporary or
whether it reflects renewal of sustained pres-
sure on capital markets. In either case, com-
mitments made under the relatively easy
conditions of recent months will show up in
loan closings for some time.
REGULATORY CHANGES
Increases in the maximum permissible con-
tract interest rates on Federally underwritten
loans are not the only statutory and regu-
latory changes that have affected the availa-
bility of mortgage credit in the past year.
The Housing Act of 1957, which became
effective in August, reduced the downpay-
ment required on new houses financed with
FHA-insured mortgages and made these
mortgages more attractive to borrowers.
The Act also directed the Federal Hous-
ing Administration and the Veterans Admin-
istration to regulate the portion of the
discount on mortgages that builders and
sellers might absorb. This was set at from
1 to 2Vi percentage points on FHA mort-
gages and from 2Vi to 5Vi percentage points
on VA mortgages. Builders were also per-
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mitted to pay commitment fees up to one
per cent of the amount of the mortgage.
By and large, these discounts and fees
brought yields on S
lA per cent FHA mort-
gages to levels that were competitive with
market yields. In the case of AVi per cent
VA loans, however, the regulated discounts
did not provide competitive yields. The
fact that under existing law the VA program
was to terminate in July 1958 also reduced
the volume of activity in these loans.
The Emergency Housing Act of 1958 that
became effective in April, in addition to
raising the maximum interest rate on VA
mortgages, removed the statutory require-
ment for control of discounts, extended
both the loan guaranty program and the
direct loan program of the Veterans Admin-
istration for two years, and provided $350
million for the latter. By administrative
action, the Veterans Administration re-
moved the 2 per cent downpayment require-
ment in effect since July 1955.
The Act also gave the Federal National
Mortgage Association authority to make
commitments to purchase at par up to $1
billion of Federally underwritten mortgages
on new houses to cost no more than $ 13,500.
On April 4 the President made available
$300 million of this amount, and in May,
July, and August added $300 million, $150
million, and $100 million, respectively.
Some of the recent increase in FHA
applications and VA appraisal requests is
attributable to this commitment program. In
the four months ending July 31, the Associa-
tion made commitments to purchase nearly
50,000 mortgages involving $584 million.
This represents about one-fourth of the ap-
plications and requests on new houses
received by the agencies in the four months.
HOME MORTGAGE CREDIT
In recent months the improvement of mort-
gage yields relative to bond yields and the
large inflow of savings to financial institu-
tions have renewed the interest of investors
in mortgages. Preliminary information in-
dicates that lending and the increase in
outstanding debt on 1- to 4-family properties
rose in the second quarter after allowance
for usual seasonal movements. In the first
quarter, lending and the increase in out-
standings were at the lowest levels in several
years, as is shown in the chart.
Lending. The higher level of mortgage
lending in the second quarter of 1958 re-
flected increased lending on conventional
mortgages. The volume of FHA-insured
loans closed was slightly larger than in the
first quarter—in contrast with other recent
years when it was typically smaller—and








NOTE.-—Data derived or estimated, and adjusted for sea-
sonal variation, by Federal Reserve from data for recordings
of nonfarm mortgages of $20,000 or less and mortgage debt
outstanding published by the Federal Home Loan Bank Board.
Figures for 1958 preliminary.
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VA-guaranteed lending continued to decline
through May, and rose only slightly in June.
It was lower in the second quarter than at
any other time in several years.
Commitments outstanding to make all
three kinds of loans appear to have risen
markedly since early spring. This suggests
that lending on each kind of mortgage will
rise further in the summer and autumn.
Debt. The smaller increase this year in
mortgage debt outstanding on 1- to 4-family
properties reflects the excess of repayments
over lending on VA-guaranteed loans. In
other recent years the increase in VA-guar-
anteed debt has been between 30 and 40
per cent of the total increase.
Both conventional and FHA-insured debt
appear to have risen by near-record amounts
in the first half of 1958. The total increase
in debt on 1- to 4-family properties was
probably about $3.9 billion, compared with
$4.3 billion in the first half of 1957 and a
record $6.5 billion in the first half of 1955.
At mid-1958, $48 billion of the $111 billion
outstanding was Federally underwritten.
Institutional holdings. Holdings of 1- to
4-family mortgage debt by private financial
institutions increased less in the first quarter
of 1958 than in the corresponding months of
recent years, as may be seen from the table.
The unattractiveness of VA-guaranteed
loans last winter, when their yields were
relatively low, is reflected in the decline in
holdings by these institutions. The decline
occurred despite the fact that institutions
were purchasing VA mortgages from the
Federal National Mortgage Association in
this period. Private institutional holdings
CHANGE IN HOME MORTGAGES AT INSTITUTIONS
FIRST QUARTER, 1955-58


















































NOTE.—Change in private institutional holdings of mortgages
on 1- to 4-family properties. Federal Reserve estimates based
on data from Federal and private agencies.
of conventional and FHA mortgages, in con-
trast, increased more in the first quarter this
year than last.
The differing capacity of institutional
investors to respond to market alternatives
is also suggested by the table. Commercial
banks, with a wide choice of investments
and the greatest need for liquidity, reduced
their mortgage holdings both this year and
last. Insurance companies and savings
banks, with more restricted alternatives than
commercial banks, increased their holdings
less this year than last.
Savings and loan associations, which are
restricted by regulation and tradition to
investing the bulk of their assets in first
mortgages, increased their mortgage hold-
ings by about the same amount in both years.
The associations also reduced their borrow-
ings from the Federal home loan banks and
increased their deposits with the banks.
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